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It is again to be noted, in closing, that as regards the general aspects 
of the situation there is little dispute. That something should be done 
is evident. That experiment will show what is best seems likely. 

As a whole, the report is admirably edited. It is concise and yet 
readable. It will be of great value, not merely in England, but to all 
students of the problems of poverty. 

Carl Kelsey. 

University of Pennsylvania. 

Das Wesen und der Hauptinhalt der theoretischen Nation- 
alokonomie. By Joseph Schumpeter. Leipzig, Duncker und Hum- 
blot, 1909. — 626 pp. 

This work is both critical and constructive , and in each direction it 
contributes distinctly to the progress of economic science. One of its 
purposes is to indicate the weak points in current theories, and to this 
extent it is controversial ; but it aims to reduce the amount of con- 
troversy in progress rather than to increase it, and the candor with 
which it treats other men's work gives ground for hoping that this end 
may be attained. The work holds aloof from entangling controversies 
as to method and uses whatever method is best adapted to the purpose 
at any time in view. 

As the basis of his general plan of study, Dr. Schumpeter places the 
distinction between statics and dynamics. Actual life is full of change 
and progress, but an understanding of its phenomena is best gained by 
first investigating the forces that would control it if it were entirely un- 
changing. In studying water in violent movement it is necessary to 
have at the outset a knowledge of its properties in a state of rest ; and 
it is desirable to proceed in a like way in studying the tumultuous 
changes in society. 

The author's conception of the static state is a peculiar one. This 
term is usually made to designate an economic condition in which 
wealth may continue indefinitely to be produced and consumed, pro- 
vided there are no alterations in the modes of production and con- 
sumption and no changes in its instruments or its agents. There is 
nothing to hinder a static state , as thus defined, from continuing for a 
long period. One generation of men may pass from the scene and 
another may appear, but the incoming workers merely step into the 
places from which earlier ones have retired. In like manner instru- 
ments of production may wear out and be discarded, but new ones take 
their places without increase or diminution of number and without 
alteration of form or interruption of work. In order, however, that 
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this replacement of instruments of production may be effected, there 
must always be a group of men who devote themselves especially to 
the work of repairing worn instruments and replacing them when they 
have to be laid aside. 

The peculiarity of Dr. Schumpeter's view of the static condition 
is that it excludes this operation of repairing and replacing the 
instruments used. All making good of wear and tear is, in his 
view, a dynamic operation. A given stock of tools of industry is 
thought of as one moment in existence, but no labor is thought of 
as employed to keep up this stock. It follows that such a state 
cannot be conceived of as continuing for any length of time. The 
passage of a week or of a day involves some inroad on the number 
or quality of the instruments available for use, and the static state thus 
conceived can exist only for a moment. The conception involves 
banishing from sight an important section of the industrial field, since 
not even for the passing moment are makers of productive instruments 
assumed as existing. There are no factories for making shovels, saws, 
ships, cars, looms, engines etc. Not one of the myriad tools of trade, 
in the broadest sense of that term, can be thought of as in process of 
production, and neither can any steel, wood, stone, ore or crude 
material of any kind which is destined to go into such instruments. A 
bold use of the so-called " isolating method ' ' — a willingness to assume 
that certain phenomena of real life are absent, for the sake of studying 
the remaining phenomena by themselves — is eminently commendable. 
Moreover, in making a selection of phenomena for examination a 
theoretical writer has a free field ; he may exclude from sight whatever 
it is really useful thus to banish. It seems questionable, however, 
whether a study of a static condition which cannot even be thought of 
as having any duration whatever will be useful ; and it is more than 
doubtful whether a treatment of industrial society which distorts the 
form of it, by requiring that all workers who in actual life make the 
productive instruments should be forced into those branches which 
create only consumers' goods, will serve a good purpose as a basis for a 
later study of real life. 

Dr. Schumpeter strenuously objects to the statement that capital 
goods, as they wear out, are in any true sense " self- replacing." If 
this statement meant that a worn-out hoe made another hoe and an 
unseaworthy ship itself created another ship, without the intervention of 
the class of hoe makers or ship builders, the objection would be en- 
tirely valid. The expression, however, may be so used as to mean 
only that a hoe, during its career as a farmer's helper, does something 
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which causes the tool-makers to make another hoe ; and if so the state- 
ment does not introduce into the discussion anything but an obvious 
fact. There is a clearly traceable causal connection between the func- 
tion of the first implement and the genesis of the second, and the 
statement used may mean nothing more than this. 

With this rejection of the idea of the self-replacement is connected 
the rejection of the idea of capital as a permanent entity yielding a con- 
tinuous income. "The permanence of capital," says Dr. Schumpeter, 
" is a fiction," and it certainly would be so if the expression involved 
the permanence of a particular instrument or "capital good." Here 
also the objection applies to a form of expression and not to the thing 
described. The fact that a certain stock of goods exists to-day, that a 
stock of a similar kind will exist to-morrow and that the same will be 
true of each following day may be all that is asserted, and in that case 
the only doubtful point is whether the term, " permanent fund," is a 
proper one to be used in describing this fact. What actually takes 
place is not in doubt. 

It is in the study of value and distribution that Dr. Schumpeter's 
greatest service is rendered, and in connection with the former topic 
the reader will perceive a noteworthy breadth of view. This appears 
in connection with the discussion of the ultimate basis of value. While 
the author holds the utility theory, and indeed makes it so compre- 
hensive as to include much of the theory of wages and interest, he does 
not deny that cost is an element in the problem. As the value of con- 
sumers' good can be reflected backward to the tool that helps to make 
them , the cost of the tool may be traced forward as an element affect- 
ing the supply of the consumer's good. Cost and utility have, in a 
way, reciprocal relations. 

Although the theory of interest is not elaborated, there is, in the 
part of the work which the author calls " a prolegomena ' ' for interest 
theories, what promises to render service to economic thought not- 
withstanding its present incompleteness. Dr. Schumpeter expresses 
the intention of publishing a later work in which the theory will be 
fully developed. In the prolegomena he objects to the idea that capi- 
tal is inherently productive. It does not yield interest " as cherry 
trees yield cherries " ; and with this statement every reader will agree. 
Certainly capital will not yield anything of itself if labor abandons it. 
It will never yield anything to the production of which labor has not 
contributed , and of the price of which labor does not claim an undi- 
vided share. If, however, labor and capital continue to work together, 
each may be the cause of the creation of a distinguishable fraction of 
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an amount jointly created. Given the action of one of the two agents, 
it tells no false story to call the other inherently productive , since it is 
its nature to contribute a distinguishable amount to the product. 

A highly interesting part of the work is its rejection of the " law of 
diminishing returns," and this goes so far as to cause even the Ricard- 
ian law of rent to go by the board. It introduces, as the basic idea in 
the theory of rent, the concept Bodenleistungen — land services. It is 
because land makes a positive contribution to produce that the owner 
can claim something for its services, rather than because a part of the 
produce remains after the other shares have been taken away. It is 
not in the highest degree scientific to regard the rent of land as deter- 
mined " residually." Anything that is left in the hands of the em- 
ployer of labor and capital will remain there unless some one else is 
able to make a positive claim to it. The only truly residual share, 
that is, the only one which is determined in no other way than as re- 
mainder after positive claims have been met, remains as a profit in 
the entrepreneur's hands. The expression, land service, is extremely 
well qualified to describe the fact that enables the landlord to claim an 
income and get it from the farmer. Much interest, however, will 
attach to the manner in which land services are computed ; and I 
venture to express the belief that one good way to do it is to apply in 
a reverse order the law of diminishing returns used in Ricardo's 
formula. Instead of taking a piece of land of fixed size and putting 
on it labor, man by man, and capital, dose by dose, we may take a 
fixed amount of labor and capital and give them more and more land 
to work upon. If we take a level prairie and give a man with a cer- 
tain equipment of capital a forty-acre tract for tillage, and then enlarge 
his farm year by year, without giving him any other labor or any more 
capital, we shall find that the successive tracts of land brought under 
his working add less and less per acre to the crops he can raise. There 
is such a thing as a marginal product of land, and determining this 
amount is one way of finding what is scientifically due to land itself. 

In Dr. Schumpeter's theory, interest is a dynamic income and is 
merged in the amount which is due to entrepreneur's services. The 
only possible method of treating interest as a static income at all 
is, as Dr. Schum peter discerningly affirms, a recognition of the ex- 
istence of capital as a permanent fund. Foreshadowed in the pre- 
liminary sketch is some solution of the interest problem based pri- 
marily on the study of concrete instruments of production and the 
relations which they sustain to the consumers' goods, into which, as in 
the theories of Professor von Bohm-Bawerk, they will ultimately ripen. 

John B. Clark. 



